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I.  INTRODUCTION
Please state your name.

My name is Kelvin L. Davis. Ipreviously offered direct testimony in this proceeding.

. What is the purpose of this testimony?

‘This testimony supplements my earlier tesﬁmony. Over the last three months the

Oregon Electric' team has had the opportunity to hear from stakeholders about their
questions and concerns. In addition, we have had greater access to Portland General
Electric Company (“PGE”), which has aided our underStanding of the issues facing the .
company and its customers. In light of what we have learned, Oregoh‘Electric believes
it would be con_struc’tive to supplement the record to respond to some of those questions

and concerns. I also will address certain commitments Oregon Electric is willing to

make, and certain conditions Oregon Electric is willing to accept as part of this |

proceeding.
Please summarize your supplemental testimony. -
I will provide more specific information regarding:
. Oregon Electric’s plan for the business and operation of PGE;
e Commitments Oregon Electric is willing to mgke; |
e Conditions Oregon Electric is willing to accept; and
o The net benefit of Oregon Electric’s proposed acquisition, including a

discussion of the appropriate basis for determining “net benefit.”

! Throughout this testimony, I will use “Oregon Electric” to refer to Oregon Electric Utility Company, LLC.or to
all Applicants, as the context may imply.
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IL. BUSINESS AND OPERATIONS
What is Oregon Electric’s plan with respect to PGE’s business?
Oregon Electric intends to run PGE as the vertically-integrated utility it is today. As I
said in my prior testimony, Oregon Electric will return PGE to its core focus of
providing safe, reliable and efficient electric service to its customers.
Does Oregon Electric plan to sell any of PGE’s assets or add any new businesses to
PGE?
No. There is no plan to sell off any part of the business. Nor is there a plan to integrate
any other business with PGE’s business.
Is Oregon Electric willing to support capital investment in PGE’s business?
Yes. Oregon Electric is committed to investing in PGE’s business by maintaining and
enhancing existing assets, as well as by investing in new assets. For example, Oregon
Electric 1s prepared to support capital investment required to construct a new generation
facility if the Commission acknowledges PGE’s Integrated Resource Plan (“IRP”) and
PGE decides to construct the Port Westward generation facility. We also support
PGE’s ongoing capital expenditure program for transmission and distribution
improvements. |
What is Oregon Electric’s plan with respect to the operation of PGE?
The PGE management team has been laboring for some time under the distractions and
burdens of Enron ownership. Despite this, the management team has led the company
to a number of accomplishments, particularly in the areas of customer service and
reliability. These achievements are the result of good management, highly skilled and
dedicated employees, and sound regulatory oversight. The first job of the new PGE
Board will be to take a fresh look at the company and its operations. This fresh look

will, of course, be informed by the way management has been conducting its business.
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The review is a prudent first step that any new owner would undertake. We want to
help make a good company an even better company. |
Broadly stated, Oregon Electric’s plan is to assist PGE in continuing to improve
the operation of the company for the benefit of customers and shareholders through a

combination of long-, medium-, and near-term measures. To do so, the PGE Board

~ appointed _by- Oregon Electric will (a)evaluate and assess the company’s current

strategic plan and, if appropriate, adopt a revised plan in order to most effectively
aiidress the critical issues. facing the company, and (b) initiate and o\iersee the
assessment and implementation of performance improvements.

How will Oregon Electric accomplish this plan?

The first step will be to engage in a systematic and comprehensive review of the
company. This review will be used to inform_the new PGE Board about PGE’s current

strategic plan, the critical issues facing the company, and how PGE is currently

- performing and projected to perform, financially and operationally. The results of the

‘review will allow the Board to assess and consider changes to PGE’s current strategic

plan, to assess PGE’s current organizational structure, and to identify areas where PGE
may be able to further improve efficiency and productivity. Action plans will be
developed to ensure that improvements are cost-effective and implemented in a timely'
manner. | |

Has Oregon Electric established a framework for the review process?

Yes. We are developing an Initial Review Process Plan for PGE (“Review Process.
Plan”) that will set out the ﬁamework for an evaluation of PGE’s strategic plan,
financial plan, and operating performance. The Review Process Plan will also address
effective communication of the company’s plan and accompanying goals to employees,

customers, and other stakeholders. Finally, the Review Process Plan will include
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measures to ensure implementation and monitoring of any commitments made by

Oregon Electric in connection with the Commission’s approval of this acquisition. The .

Review Process Plan will be implemented upon closing. A draft copy of the Review

'Process Plan is attached as Appendix A.

What will be the steps in the Review Process Plan?

With respect to the strategic plaﬁ, a committee of the Board of Directors will work with
the “transition team” discussed below to (a) review and analyze the company’s current
strategic plan, (b) identify, assess,. and prioritize issues confronting the company,
(c) integrate results of the financial and oﬁeratiﬁg review discussed below, and
(d) formulate and propose to the Board a revised strategic plan, as appropriate. The
Board will consider the proposal and adopt a final strategic plan.

With respect to the financial and operating aspects of the review, the following

. steps will be taken:

1.  Form a transition team includiﬁg management designees and select Board
members;

2. Collect data and other informa_tion relevant to a comprehensive assessment
of uﬁlity performance from sources internal and external to PGE; |

3. Analyze data and other infofniation, including organizational, financial,

and operational performance metrics and comparisons with relevant
benchmarks; |

4. Identify prospective opportunities for efficiency and productivity gains
(mcludjng potential cost savings and service quality enhancements);

5. | Identify and assess benefits and .risks of prospective oﬁportunjﬁéé, _

including service quality, reliability and capital implications;
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6. Formulate an action plan - incorporating specific action items and -

- timeframes to achieve efficiency and productivity gains (including

i)otential cost savings and sefvice quality enhéncements), and integrate

into stratégic plan; and |

7. Submit action plan to Board of Directors for appro.val‘.
Can you give us more detail on what types of matters Oregon Electric expects this
review to address?
Yes. Long-term resource planm'ng will be a key focus of the new PGE Board because
resource decisions have such a signiﬁcant impact on a utility’s customers and owners.
Oregon Electric supports the Action PlaanGE has developed through its 2002 IRP.
Working from that base, the new PGE Board will guide PGE in its next resource
planning. procesé to identify, in collaboration with stakeholders, resource actions to
meet its customers’ evolving needs. We will also include an assessment of PGE’s
stance on regional transmission and BPA issues, in conjunction with resource planmng
In con51der1ng revisions to the company’s strategic plan, the new PGE Board also will
consider the following:
. Further enhancement of PGE’s culture to:

o heighten awareness of customer concems and needs;

o heighten awareness of opportunities‘that aid sustainability, greater use of
renewable generation resources, energy efficiency, and environmental
sensitivity;

o further emphasize the need to increase efficiency and productivity while

ensuring service quality and reliability standards are met.
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e Regulatory direction:

o consider emerging standérds and trends;

o explore ways. to further enhance effectiveness of PGE’s relationships
with regulators-and constitﬁents.

With respect to the financial and operational review, at a more detailed level the review
will include: |
¢ Financial performance assessment:

6 évaluate budgeting practices:

. e annual budget process and methodology;

- monitoring tools and procedures.

o evéluate risk management practices:
e current program, processes, and reporting;
e delegation of authority practices, procedures for actions, and
communications when trading limits are approached;
- asset optimization strategy.
e Operational performance assessment:

o cost and service level assessment across operations and corporate
services functions; |

o practices and processes assessments of PGE versus other utilities.

e Performance improvement:

o combine quantitative and best practices criteria, along with examination
of implications for service quality, reliability and capital, to develop
compelling business .cases for process and practice improvements;

© use of proven process improvement methodologies;

o training and Skills development to enhance cultural change.
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* Performance monitoﬁng and reporting systems:
o executive information systems and development of key performance
_ indicators;
o scorecards for ongoing performance tracking;
o link assets, processes, and'management teams;
o focus on accountabilities and commitments.
II. BENEFITS OF THE TRANSACTION

Is Oregon Electric able to provide more detail regarding the benefits of the
Pr_oposgd Transaction?
Yes. Asa result.'of our discussions with various parties, the public meetings, and the
workshop in th_is proceeding, Oregon Electric is able to more particuiarly set out certain _
commitments.that will augment the benefits of the Propdsed Transaction articulated in

our initial filing. Specifically, I will address (a) providing customers with an

opportunity for a rate credit, (b) adoption of service quality measures, (c) periodic

access to the PGE Board for certain advocacy groups, (d) use of renewable resources
for power supply, and (e) assistance to low income customers. I will also discuss the
benefit of local represenfation and leaderslﬁp.

Oregon Electric acknowledges that there is more work to do before we can
define the exact parameters of some of the commitments. Accordingly, we pledge to
continue to work with Staff and the other parties in this proceeding to further define

these commitments.
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. RATE CREDIT

Is Oregon Electric willing to offer as a benefit a structure that could result in a

rate credit for customers? |
Yes. Oregon Electric is willing to formulate a structure under which PGE would share-
with customers some portion of the profits from the regulated business in excess of an
actual return on equity of 10.5%. Oregon Electric is willing to continue this

commitment for five years. The methodology is to be agreed upon in the course of this

~ proceeding.’

Explain how this would work.

Basically, for each annual period, PGE would determine its actual return on equity from

 the regulated business based on an agreed-upon methodology. If that return on equity

exceeds 10.5%, the customers would receive a portiorl of the profits in excess of 10.5%
thrdugh a rate credit.

Why is this a benefit to customers?

Ordiriarily, a utilify is not required to share with customers any portion of its earnings
from that year in excess of its actual return on equity. The profits in excess of the return
on equity accrue solely to the benefit of shareholders until the next general rate case.
Of course, in years when the company underearns, shareholders bear that burden. Our

proposal is to share with PGE’s customers a portion of incremental earnings from the

“regulated business. above an actual return on equity of 10.5%. The benefit of this

proposal is a structure that provides an opportunity for customers to realize a rate credit.

- Why aren’t you simply offering a fixed rate credit?

In prior proposed mergers involving PGE, the proposed buyers were other energy

compames which meant there would be merger “synergies” resulting in cost savings

% Among the details of this methodology will be the need to accommodate the asymmetric impact of hydro

variability.
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and benefits to the épplicants. These synergies formed the basis for settlements that
featured fixed rate credits.. By compérison, this is an acquisition by a non-énergy '
related company with no. 6ther business. It is not a merger. Oregon.Electric has no
other holdihgs and there will be no synergies available to share with customers.

On the other hand, Oregon Electric committed to investing in PGE becaﬁse it
believes that PGE’s earnings will grow as the Oregon econorﬁy improves, as certain and
stable ownership returns to the company, and as the new ownership and reinvigorated
Board leédership assist the company in becoming more efficient, productive and
effective. If our expectations prove cbrrect, Orégon Electric is :willing to have
customers share in earnings imprdverﬁent_ from the regulated business in excess of an
actual 10.5% return on equity.

CUSTOMER SERVICE

Will Oregon Electric commit to a 10-year extension of the service quality measures
agreed to by Enron in UM 814, as modified‘;’

Yes. We understand that these service quality measures have benefited customers, and
that Staff and various parties would like to have them continued. Oregon Electric
supports Comﬁn‘ssiori oversight and enfqrcement of measures de'_signed to ensure that
PGE’s customers receive high-quality service. Section IV of this testimony sets out this
commitment. Oregon Electric is willing to commit that PGE will adopt these service
quality measures and extend them for a period of 10 years. |

CUSTOMER CONCERNS
Is Oregon Electric willing to make é commitment regarding access to the PGE

Board for advocacy groups?

- We understand the current PGE team is in frequent contact with the various customer

advocacy groups. Oregon Electric believes that giving these groups access to the PGE
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Board of Directors would enhance fhe company’s ability to consider customer views,
particularly with regard to strategic issues, such as resource p‘lamling,- and other
signiﬁcant. issues. Accordingly, Oregon Electric is willing to. commit that PGE will
provide periodic access to the PGE Board for the appropi’iate advocacy groups.

. RENEWABLES

_What is Oregon Eleétric’s position on PGE entering into a major long-term wind

power purchase arrangement to meet a portion of its resource requirements under
the proposed IRP?

Oregon Electric supports PGE’s acquisition of long-term wind power as part of its
execution of PGE’s IRP Action Plan, consistent with PGE’s obligation to acquire power
at competitive priceS.I Oregon Electric h_as- communicated this view to PGE.

Is Oregon Electric willing to commit to a unified approach by PGE to dealing with
advocacy groups‘ concerned with renew?blg résources, sﬁstainability, energy
efficiency, and environmental l'natters?-

Yes. These groupé have expressed the view that a more coordinated approach within
PGE to ensure follow-through on issues of concern to the various advocacy groups for
renewable resources, sustainability, energy efficiency, and environmental matters would
be beneficial to them, the company, and customers. We agree. -Accordingly, Oregon
Electric is willing to commit that PGE will appoint a manager with appropnate
authority and respon81b111ty to work with these advocacy groups.

Is Oregon Electric willing to make any other commitments regarding renewable
resources, sustainability, energy efficiency, and. enﬁronméntal matters?

Yes. We also understand it would be helpful, oh matters of renewable resources,
sustainability, énergy efﬁbiency, and environmental matters, for certain advocacy

groups to have some degree of access to the PGE Board of Directors. Board access
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would provide an opportunity for these groups to convey their views on long-term
strategies, as well as to address specific concerns that may not have been adequately
addressed by management. We agree. Accordingly, Oregon Electric is willing to

commit that PGE will provide periodic access to the PGE Board for these advocacy

groups.

'Anything else?

Yes. We understand that advocates for use of renewable sources of energy have set a
goal to substantially increase the rénewable sources of generation in the Northwest and
Oregon by 2012. Oregon Electric believes portfolio diversity (as well as a percentage
reduction of reliance on fossil fuel generation resources) benefits customers and the
public if renewable energy 1s economically competitiVe, takiﬁg all relevant
circumstances into consideration. Oregon Electric is Willihg to commit to have PGE
vigorously pursue a target of 10% of 1:2 beak cépacity for load, whether contracted or
owned, from renewable resources by 2012, provided it can be accomp]ished
economically.

Oregon Electric understands there are obstacles to reaching this goal which
require a variety of creative solutions. Accordingly, in conjunction with this
commitment, Oregon Electric is willing to commit that PGE will actively work with
stakeholders toward resolving the transmission, sysfe_m integratioh; and 6ther issues
posed by wind and other renewable generation. |

LOW INCOME ASSISTANCE

'Does Oregon Electric have a more specific proposal regarding low income

customer assistance?
Yes. PGE currently donates approximafely $100,000 a year in cash and in-kind

contributions to Oregon HEAT—an agency dedicated to helping low income utility -
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‘customers. Oregon Electric is willing to commit to have PGE double its annual caéh

donation for 10 years. This will be paid from shareholder, not customer, funds.

We also have been informed by advocates for the low income customers that
there is not enough money available for emérgency bill-paying assistance, despite the
$10 million collected each year by PGE from customers through PGE’s Oregon Energy
Assistance Program. Additionally, aside from weatherization assistance provided under
the SB 1149 public purpose charge, there are no programs designed to provide
aséisfance for those customers whose life circumstances are- such that they are
chronically in need of hélp with their utility bills. I understand that under SB 1149,
PGE and the Commission can consider various opﬁons that would provide some relief
to those customers who are chronically in need. Oregon Electric proposes to have PGE
lead a work group to explore with stakeholders the options for helping those in chronic
need and the iinpacts of the various alternatives.

LOCAL REPRESENTATION AND LEADERSHIP

Please describe in more detail the benefits associated with locél representation and
lehdership on the PGE board.

The local representation and leadership promised by the Proposed Transaction-will be a
significant benefit to PGE’s customers and the public interest. Oregon Electric has
committed that the PGE Board will have at least five Oregonians as _members at all
times. Included in this commitment is the assurance that the Chair will be an
Oregonian. This commitment is designed to ensure sensitivity and accountability to
local concerns at the PGE Board level. |

First, the Oregonians on the Board will have a first-hand understanding of the

~ unique position PGE has in this community and the issues facing PGE’s industrial,

commercial, and residential customers.
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Second, the Oregonians on the Board will be accountable to their neighbors and

business pai'mers for the actions of PGE. This will be an informal accountability, but

there can be little doubt it will cause them to consider local concerns.

Third, the Oregonians on the Board will be accessible. As members of the

- community, their presence will give customers and the public an opportunity to express

views and concerns. This accessibility will be informal, but it will be important to
Oregonians nonetheless. _ _
Fourth, the local influence on the Board will be greatly enhanced through the
role of the Chair. In addition to presiding ever formal Board pfoceedings, a Chair is
implicitly responsible for ensuring that all views are considered and for guiding the
Board toward effective actien. By committing that the Chair be an Oregonian, Oregon
Electric is further enhancing the Board’s consideration of local concerns.
Who else will sit on the Board?
In addition to the representatives of TPG Applicants and the Oregonians (including
PGE’s CEO Peggy Fowler), | Oregon Electric will appoint additional independent
directors who are national business leaders with energy industry and other relevant
areas of expertise. These apﬁointees will bring their individual strengths and
perspectives to the Board. Oregon Electric believes that this diverse and experienced
Board of Directors will provide PGE with the critical direction and focus that it needs to
thrive.
th;t will be the role of the PGE Board?
The PGE Board will be vested with the full right and discretion to oversee and direct the
affairs of PGE. The Board will function in every respect as a board would normally
function: it will meet regularly; receive, review andv consider management reports and

recommendations; establish Board committees to oversee matters such as accounting
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bracﬁces; offér guidance and direction to management on ’important’.i‘ssues; formulate
strategic plans; address lbng-term resource planniﬁg; and cultivate a corporate Culture
sensitive to customer concerns (such as rates, reglonal economlc growth and
enwronmentally friendly practices and plans). |

Please explain how the consent rights held by the TPG Applicants will impact the

Board’s functions.

_ The PGE Board is the only body that can take affirmative action in governing PGE,

with or without the consent rights. The consent rights simply require that if certain

actions are approved by the Board, TPG-Applicants must consent before the action may

be taken. To be clear, the consent rights will not give TPG Applicants the ability to
unilaterally initiate any actions with respect to P_GE.3 For example, TPG Applicants
will have no authority to require a rate increase or initiate a rate case, or to cause PGE
to sign any contracts or make specific investments in resources. Under all
circumstances, the PGE Board will remain the only PGE governing body that may pass
and implement resolutions.

In the event that the Board makes a decision that requires the consent of TPG
Applicants, the decision would be submitted to the Board of Oregon Electric and then to
TPG Applicants. Ifit is a decision on which the appointees of TPG Applicants voted 1n
favor, it Would' be a mere formality to obtain TPG Applicants® consent. If the
appointées of TPG Applicants did not vote in favor of the decision, TPG Applicahts
would have to consider whether to consent or to withhold consent. I would expect that
TPG Applicants would give serious consideration to the matter, and I would be one of
the individuals participating in that discussion. That said, if the consent is noi given, the

Board resolution would not be implemented. It is important to remember, however, that

? The TPG Applicants will have a standard majority shareholder right in a private or public company to sell its

shares and thereby transfer control of the company, subject to Commission regulatory oversight.
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TPG Applicants could not force the Board to act in accordance With their wishes.
Rather, either no action would be takeh at that time on the matter at hand, or a
compromise would be reached. | ' |
TPG Applicants understand that lbcél representation and leadershii) will be a
valuable element of PGE’s future success. We intend to give the views and

perspectives of all members of PGE’s Board their fullest consideration in these

* situations. On balance, although Oregon Electric’s commitment to ensure local

representation and leadership on the PGE Board does not give the local members the
unilateral ability to control the PGE Board, it does give them a pbwerful roie in PGE’s
governance. |

Is Oregon Electric’s coﬁthent a typical commitment?

No. Tﬁe ‘members of the board of directors of privately owned companies are usually

“insiders” employed by or otherwise connected to the owners. PGE’s Board under

Enron ownership, for example, is made up entirely of PGE management and Enron

insiders all but one of whom are from out-of-state. Even at publicly held companies
(where board membership is typically determined by nominations from a board
governance committee and a shareholder vote), there is no assurance of local
representation or leadership. By contrast, Oregon Electric is committed to maintaining
a PGE Board of Directors that has a substantial independent contingent of directors, as
weli as a substantial contingent of Oregonian directors.

Has Neil Goldschmidt withdrawn his participation in this proceeding?

Yes. Mr. Goldschmidt will not have any role at Managing Member LLC or at Orégon

Eléctric, and will not serve on PGE’s Board of Directors.
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How will Mr. Goldschmidt’s withdrawal affect bregon Electric’s plan for the
future of PGE?

Oregon Electric is confident in the strength of its proposal. It does not expect that the
Proposed Transaction, the Application, or PGE will be adversely affei:ted by
M. Goldschmidt’s absence. Oregon Electric’s commitment is to the future of PGE and
its customers. We anticipate that the Board of Directors of PGE will change over time,
as boards do. What will not change is the commitment that Oregon Electric is making
to enhance the PGE Board and to provide strong local representatibn and local.
leadership over the period of its stewardship. |

Has Oregon Electric chosen a new Chair for the PGE Board?

No. Oregon Electric is working actively, but deliberately, to identify a new Chair for
PGE’s Board. Oregon Electric is confident that it will appoint a candidate with the
talent, experience, and skills to successfully lead the Board of PGE.

How can stakeholders evaluate this commitment regarding Board composition
without knowing who all of the directors are?

Oregon Eléc&ic’s commitment to having at least ﬁve Oregonians (including an Qregon
Chair) and a large contingent of highly qualified independent directors is what
distinguishes its proposal. Individual Board directors will change from time to time, ;but

these commitments will not. These commitments ensure balanced professional Board

consideration of business issues and objectives with a high level of sensitivity and

accountability to local concerns. With a fiduciary responsibility fo'manage money on
behalf of the many investors in TPG Applicants’ funds, and with the substantial
personal investment being made by Gerald Grinstein and Tom Walsh in Ménaging
Member, the Boar(i of Oregon Electric has every incentive to select highly qualiﬁed

individuals as Board members.
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IV.  CONDITIONS OF APPROVAL FOR THE PROPOSED TRANSACTION

Will Oregon Electric agree to ahy conditions for approval by the Commission?

First, Oregon Electric is willing to agree to three conditions that supplement the
Commission’s statutes and rules with respect to access to information and review of

 intercorporate transactions that result in direct charges or cost allocations:

The 'Comm_ission or its agents may audit the accounts of Oregon
Electric and any subsidiaries that are the bases for charges to PGE to

- determine the reasonableness of allocation factors used by Oregon

Electric to assign costs to PGE and amounts subject to allocation or
direct charges. Oregon Electric agrees to cooperate fully with such

. Commission audits.

Oregon Electric and PGE shall provide the Commission access to all
books of account, as well as all documents, data and records of their
affiliated interests, which pertain to transactions between PGE and
all its affiliated interests. '

“PGE and Oregon Electric shall maintain separate books and records.

All PGE financial books and records shall be kept in Portland,
Oregon. :

Oregon Electric shall not subsidize its activities by allocating to or
directly charging PGE expenses not authorized by the Commission
to be so allocated or directly charged. '

Second, Oregon Electric is willing to agree to the condition that directly

5.

prohibiis PGE from bearing any of the acquisition premium or transaction costs:

Oregon Electric and PGE shall exclude all costs of the acquisition
(transaction costs) from PGE’s utility accounts. Within ninety days
following the completion of the transaction, Oregon Electric will
provide a preliminary accounting of these costs. Oregon Electric
agrees to provide the Commission a final accounting of these costs
within thirty days following the completion of the final accounting

related to the transaction.
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Third, Oregon Electric is willing to agree to conditions that serve to enhance the

Commission’s ability to ensure Orégon Electric does not weaken PGE’s financial

condition,

6. PGE shall maintain separate debt and, if more than $5 million is
outstanding, preferred stock ratings.

~ 7. PGE shall not make any distribution to Oregon Electric that will
reduce PGE’s equity capital below 48 percent of the total PGE
capital without Commission approval. PGE’s total capital is defined
as common equity, preferred equity, and long-term debt. Long-term
debt is defined as debt with a duration of more than one year. The
Commission Staff and PGE may re-examine this minimum common
equity percentage as financial conditions change and may request
that it be adjusted.

8. The allowed return on common equity and other costs of capital will.
not rise as a direct result of the acquisition. These capital costs refer
to the costs of capital used for purposes of rate setting, avoided cost
calculations, affiliated interest transactions, least cost planning, and
other regulatory purposes. : - S

9. Oregon Electric and PGE shall provide the Commission unrestricted
access to all written information provided to common stock, bond,
or bond rating analysts, which directly or indirectly pertain to PGE.
Such information includes, but is not limited to, reports provided
“and presentations made to common stock analysts and bond rating
analysts. For purposes. of this condition, “written” information
includes, but is not limited to; any written and printed material,
audio and video tapes, computer disks, and electronically-stored
information. Nothing in this condition shall be deemed to be a
waiver of Oregon Electric’s or PGE’s right to seek protection of the
mformation. : '

10.  Unless such a disclosure is unlawful, Oregon Electric shall notify
the Commission of:

a. Its intention to transfer more than 5 percent of
PGE’s retained earnings to Oregon Electric over a six month period,
at least sixty days before such a transfer begins.

: b. Its intention to declare a special cash dividend from
PGE, at least thirty days before declaring each such dividend.

C. Its - rhost recent quarterly common  stock cash
dividend payment from PGE within thirty days after declaring each
such dividend. , :
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~ Fourth, Oregon Electric is Willing to agree to a condition common to mergers
and acquisitions:

11.  Oregon Electric guarantees that the customers of PGE shall be held
harmless if the acquisition of PGE directly results in a higher
revenue requirement. _ :

Fifth, Oregon Electric is willing to agree to a condition to ensure a continued

PGE commitment to safety and reliability:

12.  Subsequent to its purchase by Oregon Electric, PGE shall continue
to perform under the Service Quality Measures (SQM) as set forth in
“Stipulations for PGE Service Quality Measures UM 814/UM 967,”
dated March 15, 2000, for a period of ten years following approval. -

Finally, Oregon Electric isb willing to agree to a condition to facilitate the
Commission’s enforcement of Oregon Electric’s and PGE’s _cofnpliance with Oregon
Electric’s commitments and condi_tions. The eiact terms of such a condition would be
agreed to after all commitments and conditions have been identified consistent with the

following:

13.  If the Commission believes that Oregon Electric and/or PGE have
violated any of the conditions set forth herein, any conditions
contained in other stipulations signed by Oregon Electric and PGE,
or any conditions imposed by the Commission in its final order
approving the Application (collectively, the “Conditions™), then the
Commission shall give Oregon Electric and PGE written notice of
the violation. .

a. = If the violation is for failure to file any notice or
report required by the Conditions, and if Oregon Electric and/or
PGE provide the notice or report to the Commission within ten
business days of the receipt of the written notice, then the
Commission shall take no action. Oregon Electric or PGE may
request, for cause, permission for extension of the ten-day period.
For any other violation of the Conditions, the Commission must give
Oregon Electric and PGE written notice of the violation. If such
failure is corrected within five business days of the written notice,
then the Commission shall take no action. Oregon Electric or PGE
may request, for cause, permission for extension of the five-day
period. '
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| b. If Oregoﬂ Electric and/or PGE fail to file a notice or
written report within the time permitted in subparagraph a. above, or
if Oregon Electric and/or PGE fail to cure, within the time permitted
above, a violation that does not relate to the filing of a notice or
report, then the Commission may open an investigation to determine
the number and seriousness of the violations. If the Commission
determines that Oregon Electric and/or PGE violated one or more of
the Conditions, then the Commission shall state the level of penalty
it will seek under ORS 756.990 in an action filed in circuit court. If
the Commission issues an order that recommends an ORS 756.990
penalty against Oregon Electric and/or PGE, then Oregon Electric
and/or PGE may appeal such an order under ORS 756.580. If the
Commission’s order is upheld on appeal, then the Commission may
file a complaint in circuit court seeking penalties under
ORS 756.990, and Oregon Electric and/or PGE shall file a
responsive pleading agreeing to pay the penalties. The Commission
shall seek a penaity on only one of Oregon Electric or PGE for the
same violation. '

V. NET BENEFIT DETERMINATION

Q. On what basis should “net benefit” be determined in this case?

A The Proposed Transaction should be evaluated on its own merits by determining the
risks and benefits inherent in the proposal. If the benefits out\Veigh the risks and the
public will not be harmed, our proposal should be approved.

Q. Does the Proposed Transaction result in a net benefit when evaluated on its own
merits?

A. Yes. The Proposed Transaction would result in significant benefits to PGE’s customers
and to the public interest:

* Animmediate end to Enron’s ownership of PGE, ensuring stability and strong
shareholder support.
* PGE’s headquarters will stay in Portland, jobs will stay in Oregon and the
Company will continue its charitable leadership in the community.
 Strong local representation and leadership on PGE’s Board of Directors,
ensuring accountability to cﬁstomers and sensitivity to community concerns. |
SUPPLEMENTAL DIRECT TESTIMONY OF ATER WYNNE LLP
KELVIN L. DAVIS ON BEHALF OF APPLICANTS 222 SW COLUMBIA, SUITE 1800
UM 1121 PORTLAND, OR 97201-6618

247904 9

(503) 226-1191



o

wh S W N — [ Vel o0 ~J (@) 9] RN 9% N — o

+ Oregon Electric/Exhibit 22

Davis/Page 22 of 26

e A first-class Board of Directors, eﬁsuring that PGE management has the oest
advice on how to navigate the challenges ahead.

* Reinvigorated Board-level strategic direction, ensuring PGE’s long-term‘
hcalth. 7

e Capital reinvestment in -PGE, ensuring reliability and efficiency from existing
assets and the acquiéition and developmcnt of new resources.

* A commitment to reinforcing high-quality service while instilling financial
discipline to ensure that customers receive safe, reliable and cfﬁcient electﬁc
service. | |

* Oregon Electric wili be an Oregon taxpayer.

e Opportunity for customers to share some portion of p.roﬁts from PGE’s
regulated business in excess of an actual return on -equity of 10.5%
(methodology to be agreed upon).

* 10-year extension of the commitment to service quality measures.

* Appointment of a manager within PGE with appropriate responsibility and
authority to work with thé advocacy groups for renewable energy sources,
sustainability, energy efficiency, and environmental matters.

* Vigorous efforts to pursue a target of 10% of 1:2 peak capacity for load,

" whether contracted or owned, from renewable resources, by 2012, if
economical. | _

¢ 10-year extension of PGE’s cash and in-kind donations to Oregoo HEAT and
a doubling of the cash portion of the donation.

e Periodic access to PGE’s Board of Directors for various customer and
environmental advocacy groups.
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¢ Commitment to work on additional programs for low income assistance
 through a work group led by PGE. '

Even though you maintain that the Proposed Transaction should be evaluated bn

its own merits, is there any comparison that can be made to determine net beneﬁt?

If an explicit comparison between the Proposed Transaction and something else is

deemed to be required, the status quo — PGE’s current circumstances under Ehron

ownership — is the only alternative that has a sufficient factual basis for comparison.

" Comparison with the status quo is different from comparison with a hypothetical

alternative because the details of the status quo are known, and the risks and benefits
can readily be determined.

If the Commission were to perfenn a comparison_with the status quo, it would
start with an analysis of the risks and benefits of PGE’s current situation as an asset in
the Enron bankruptcy estate The Commission would then identify any additional nsks
posed by the Proposed Transaction, over and above those to which PGE is currently
subject. Likewise the Commis_sion would identify the benefits offered by the Proposed
Transaction that are not offereti by the status quo. Should the Commission ﬁnd that the
benefits of the Proposed Transaction outweigh the risks compared'tothe_ Status quo, the

Commission should approve the Application.

~ Does the Proposed Transaction result in a net benefit when compared with the

status quo?

Yes. The position of PGE’s customers and the public interest will be vastly improved
by the Proposed Transaction versus continued Enron ovtmershi;’;. PGE will be freed
from the distractions of Enron’s ongoing bankruptcy proceedings. In addition, as
described in our Application ahd in this testimony, Oregon Electric’s propesal promises

significant benefits that are not assured under Enron ownership.
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Is there any coniparison that can be fnade between the Pf‘oposed Transaction and
some future disposition of PGE in order to determine whether there is a net
benefit? |
No. First, in the event our proposal is not approved, there is no clear outcome for
PGE’s future. There are only infinite possible scenarios. Thus the identification of any
particular alternative scenario would be guesswork. But even if a certain scenario could
be considered to be likely, even if not certain, the risks and beneﬁts_of the altemative
scenaridswould be unknown and therefore comparison would have td be made against
hypothetic_:al risks and benefits. That is, one could only speculate as to the risks and
benefits that would attach to ahy alternative disposition. Thus, the comparison of the
Proposed Transaction to some alternative disposition of PGE would be of no value.

For example, a benefit Oregon Electric offers is local representation and

leadership on the PGE Board of Directors. It would be impossible to compare this

- benefit to the make-up of PGE’s.Board under a distribution of PGE shares to Enron

creditors (a “Distribution”), because it is not known what the make-up ‘of that Board
would be. Similarly, other benefits of this transaction include the sharing of préﬁts
from PGE’s regulated business in excéss of an actual return on equity of 10.5%, cash
payment for low income bill paying assistance, and access to the PGE Board for certain
advocacy groups. We simply do not know what é Distribution or any other alternative
would yield in terms of comparable benefits.

Is a comparison of the Proposed Transaction to a Dis_tributionvappropriate?

No. As I said above, I do not believe that it is appropriate for the Commission to
attempt to compare our Proposed Transaction with a possible but not assured future

state for PGE.
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Please explain. -

T do agree that the initiation of a Distribution of PGE stock to the Enron creditors is a

likely event should the Proposed Transaction not be approved. However, as explained
by Enron witness Robert Bingham, the process for Distribution is a multi-stage and
complex process, the end result of which is by no means certain. |

Indeed, there will be substantial uncertainty at every stage of the process. First,
if the Plan becomes effective, a Distri_bution would not occur until after 30% of the
general unsecured c1ainis have been allowed. Second, it is not clear when a Distribution
would be completed. Enron’s bankruptcy estate has objected to more thz_m $600 billio_ﬁ
of the $900 billion in claims; the estimation and litigation of disputed claims will likely
take a number of years. It is not possible to reliably estimate how long final
distributions would take in the most complex bankruptcy in U.S. history. However, it
should be noted that it has not been uncommon for distributions in far less complek
cases to take longer than a decade to complete. Third, for much of this long limbo
period, Enron and its creditors would remain in control of PGE for part of the period,
and thereafter the DCR Overseers (defined in Bingham Testimony) would exercise
control._ There is no §vay of knowing the identity of those who Enron would appoint as
DCR Overseers, or of those who the DCR Overseers might appoint to the PGE Board.
Finally, even though a Distribution might be commenced, its end result would be
unknown. In particular, there would be no assurance that the end result would be a
publicly held company. As explained in Mr. Bingham’s testimony, either the Trustee
(if the shares were in Trust) or the DCR Overseers (once 30% of the shares had been

&

distributed) would have the authority to sell the shares in their control at any time.*

* Any person or entity seeking to. purchase a controlling interest in PGE or an interest granting it the ability to
influence PGE would be required to seek Commission approval.
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Thus, any-comparison between the Proposéd Transaction and a Distribution

would involve nothing more than a comparison between the known benefits and risks of

- our proposal and the unknown benefits and risks of a Dist_libution;

Please summarize yoiu' testimony on a net benefit comparison.

Oregon Electric believes that the Proposed Transaction shbﬁld be judged on its own
merits. Given that all alternative dispositions for PGE in the absence of the Propobsed
Transaction are entirely uncertain, a fair or accurate comparison between the Proposed
Transaction and any hypothetical alternative transaction is not possible. If any
comparison is rhade, it should be made with the status quo, which is tﬁe only known
comparator for PGE with identifiable risks and Beneﬁts.' As I have discussed, the
Proposeci Transaction is clearly superior to continuation of the status quo. |

VI.. CONCLUSION |

Oregon Electric appreciates being given the opportunity to supplement its

. original Application and testimony in order to respond to certain questions and concerns

raised by stakeholders and to better define the benefits of the Proposed Transaction. I

believe that the proposed acquisition provides substantial benefits to PGE’s customers

- and serves the public interest. It therefore should be approved.
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